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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in US$million 
CY76 CY77 cY78 Percentage 
Change xx 
CY77 to CY78 
Exchange Rate: US$1.00=A$* 0.801 0.899 0.869 
INCOME , PRODUCTION, EMPLOYMENT 
GDP at current prices 95,157 96,046 109,886 
GDP at constant FY75 prices 79 ,233 72,438 77,358 
Per capita GDP, current prices 6,801 6,764 i<42 
Plant and equipment investment 6,968 7,125 8,986 
Household Disposable Income 77,620 76,901 77,326 
Industrial Production Index FY65=100 153 149 170 
Weekly Wage Rate Index 1954=100 479 527 566 
Average Weekly Earnings (Males) 244.07 236.49 254.00 
Labor Force (millions) 6,084 6,179 6,539 
Unemployment Rate (Percent) 5.4 6.5 6.8 


MONEY AND PRICES 
Money Supply (M3) 45,652 42,464 49,211 
Interest rates 
Savings Bank Deposit Rate 357 3.J5 3.75 
Commercial Bank Overdraft Rate 10.50 10.50 10.50 
Consumer Price Index FY67=100 219.3 239.6 258.2 
Wholesale Price Index FY69=100 195.6 212.4 233;6 
Retail Sales 25,558 25,085 28,594 


BALANCE OF PAYMENTS AND TRADE 

Gold & Foreign Exchange Reserves 3,644 3,202 3,680 

Balance of Payments (net monetary -358 -1,257 -1,681 
movements) 

Trade Balance 1,946 1,125 74 

Exports, FOB 13,357 13,396 14,166 
U.S. Share $ 1222 1,242 1,642 
U.S. Share 9.1 9.3 11.6 

Imports, FOB 11,140 2.274 13,994 
U.S. Share 2,338 2,538 2,663 
U.S. Share 20.3 20.7 19.0 


PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Road vehicles, aircraft, and 

other transport equipment ($245); Specialized industrial machinery ($177); 
General industrial machinery ($134); Office machines and ADP equipment ($118); 
Power generation machinery ($90); Electrical machinery ($75). 


PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Meat and meat preparations ($331); 
Metalliferous ores and metals ($239); Non ferrous metals ($53); Sugar and 


sugar preparations ($26); Textile fibres and their waste ($23) 


Sources; Australian Goyernment Publications and Australian Bureau of Statistics, 


xAustralian Reserye Bank Ayerage Rates 
Percentage changes calculated using Australian Dollars 





SUMMARY 


Australia's economy recorded very moderate growth in calendar year 1978. 
This was perhaps in keeping with the Australian Government's policy of 
encouraging non-inflationary economic growth aimed at restoring business 
confidence and inducing greater investment. Both industrial production 
and investment in plant and equipment recorded substantial gains in 1978. 
Consumer demand also picked up considerably at the end of the year. 
Despite the generally sluggish economic performence over the greater part 
of 1978, recent business surveys indicate that a measure of cautious opti- 
mism toward economic prospects for 1979 prevails among Australian business 
and consumer groups. Improved corporate earnings and a better foreign 
trade outlook contribute to this attitude. However, prosperity in Austra- 
lia's agricultural sector perhaps supplies the greatest reason for optimism. 
Increased output due to favorable growing conditions and higher prices for 
Australia's agricultural exports have led to a virtual boom in the rural 
sector. Farm income for the present 1978-79 financial year is expected to 
rise by 80 percent over 1977/78 levels. 


Nevertheless, the economic outlook for the remainder of the year is clouded 
by persistent unemployment which approaches a rate of nearly seven percent 
of the labor force with no prospect that this level can be reduced in the 
immediate future. Higher food and petroleum costs also threaten to rekindle 
the rate of inflation which had been damped down in 1978. 


Poor international demand for the country's primary agricultural and mineral 
exports coupled with a high rate of capital imports to take advantage of a 

40 percent investment allowance virtually eliminated Australia's traditional 
trade surplus in 1978. For the present year, however, there is every indica- 
tion that this trend will be reversed as greater exportable surplus of 
agricultural products plus higher international prices for both mineral and 
farm exports promise to boost export earnings while imports of capital goods 
may level off. The balance of payments position should also show consider- 
able improvement. 


The rural prosperity should boost US sales of agricultural machinery to 
Australia, and the depreciation of the US dollar vis-a-vis the currencies 
of some of Australia's other major trading partners should help improve 
sales prospects for a wide range of both US capital and consumer goods in 
Australia. Australia's investment climate remains good, ad potential US 
investors should find Australia particularly attractive for investments in 
extractive and capital intensive industries. 


* * 
CURRENT ECONOMIC SITUATION AND TRENDS 


Moderate Expansion in 1978 


Australia's Gross Domestic Product (GDP) grew by 2.7 percent in real terms 

during 1978, as compared with a 2.4 percent growth in GDP recorded in 1977. 
Although this modest economic expansion could be considered disappointing, 

it was in keeping with the Australian Government's policy of promoting 





moderate, non-inflationary growth aimed at restoring business confidence 
and inducing greater investment. Economic growth has been moderate by 
any standard, but the success of the Government's policy is still open to 
question. Recent figures indicate that unemployment is still growing 
while the rate of inflation could be poised for another jump. 


Industrial production recovered considerably during 1978. The official 
industrial production index climbed by 14 percent as compared with a 2.6 
percent decline the previous calendar year. However, a respected unofficial 
index of factory production actually fell slightly in the second half of 
1978. 


Plant and equipment investment rose by over 21 percent in current price 
terms, and in real terms aggregate fixed capital expenditure is estimated 
to have risen by approximately ten percent, which compares with a decline 
of one percent in 1977. Much of this investment took place in the early 
part of the year before the investment allowance was phased down from 40 
to 20 percent on June 30, 1978. The 40 percent allowance continues to 
apply to equipment ordered before the cut-off date but not installed until 
June 30, 1979. This served to keep capital investment statistics at a 
high level through most of the remainder of the year, but it could be fol- 
lowed by a decline in spending on plant and equipment. 


Consumer Demand 


Retail sales in 1978 grew by over 10 percent at current prices, considerably 
ahead of the rate of inflation. Consumer demand fluctuated from month to 
month throughout most of the year, but ended on a strong note as retail 

sales in December reached a record high level which was more than 13 percent 
above sales in the same month of 1977 in seasonally adjusted terms. The 
stronger retail sales may flow through to induce greater output by raising 
manufacturers’ confidence. However, seasonally adjusted retail sales figures 
for January of this year weakened somewhat and new vehicle registrations, the 
closest proxy for a motor vehicle sales figure, fell in January 1979 to the 
lowest level since April 1977. Thus, consumer demand may not be sufficiently 
consistent to buoy up the entire economy. 


Cautious Optimism 


Following the country's erratic but generally sluggish economic performance 
for the greater part of 1978, Australia's business sector seems to have 
adopted a measure of cautious optimism toward economic prospects for the 
remainder of 1979. A survey of 326 manufacturers conducted by the Confed- 
eration of Australian Industry found that for the first time in six years 
a majority (52 percent) of manufacturers surveyed expressed confidence in 
their immediate business future. The companies also reported a further 
reduction in unused capacity over the past three months, but 57 percent 
reported they were still operating at a less than satisfactory rate. The 
results of the survey correspond favorably with other recent business sur- 
veys which have found increasing confidence in the private sector. The 
increased business confidence may be based partly on better corporate 
profits. A recent survey of 200 public companies showed that over 78 





percent reported improved earnings in the second half of 1978. In addition, 
another respected survey shows increasing consumer confidence. According 
to the survey, more consumers feel this is a good time to buy major house- 
hold items. 


Strong profit performances by major companies last year, the rise of retail 
sales, an improving balance of trade and balance of payments position, the 
upturn in private capital investment and higher farm incomes have led many 
leading Australian economists, banking institutions and journalists to join 
in issuing qualified projections that the Australian economy may grow at a 
faster pace in 1979. Growth in real GDP for the financial year ending 

June 30, 1979, may be three percent or higher. This would be somewhat below 
the four percent growth envisioned by the government's budget document last 
year, but still a comparatively respectable gain. Calendar year 1979 could 
show even greater growth. However, this potential is heavily contingent on 
continuing reduction in the rate of inflation. 


Rural Prosperity 


A virtual boom in the agricultural sector is a major contributing factor to 
the more optimistic assessment for Australia's near term economic future. 

A fortunate blend of generally good growing conditions leading to bumper 
harvests combined with favorable prices for most agricultural commodities 
has created a situation of relative rural prosperity. Income per farm for 
the present (1978/79) business year is expected to rise by 80 percent over 
1977/78 levels. Volume of farm production will rise by 25 percent over 

the previous crop year, mainly as the result of better yields. Farm prices 
may be up as much as 15 percent due to strong demand, both domestic and 
international, for a wide range of agricultural products. 


Australia's wheat harvest is approaching a record 18 million metric tons, 
nearly double last year's crop. With the overseas price for wheat up about 
5 percent from last year, the value of this year's crop is more than double 
that of last year. Estimates for coarse grains such as barley, oats, corn 
and rice call for a 75 percent increase in production and a 50 percent rise 
in value. Value of meat production will rise by more than 40 percent due 
mainly to strong international demand for beef, particularly in the United States. 
Wool prices are also quite favorable and value of wool production in 
financial year 1978/79 is expected to be ten percent above the previous 
financial year. Prices and production of dairy products are also improved 
over last year. 


Although some farmers will no doubt use their increased earnings this year 
to repay debts accumulated over the past several years of relative rural 
recession, a good many will take advantage of this year's prosperity to 
purchase new farm machinery, motor vehicles and consumer goods. The Tractor 
and Machinery Association of Australia estimates that sales of tractors for 
1979 will be 8.3 percent above the 1978 figure, and sales of all farm mach- 
inery is expected to jump by nearly 11 percent. There should also be 
improvement in demand for labor in rural areas. 





The affluence of the agricultural sector thus is bound to spill over with 
a beneficial effect on the more depressed urban sector, most directly on 
retail sales in rural districts and on that part of the manufacturing sec- 
tor which caters for the needs of the farmers. However, the importance 
of the farm sector to the economy as a whole should not be exaggerated. 
Although it may rise this year due to the increased value and volume of 
production, the share of farm product in national output has only been 
around 6 percent in recent years. The contribution of farm income to 
total household income is a very minor 3 percent. Hence, Australia's 
agricultural sector is not in a position to carry the entire economy 
through to recovery. 


Minerals 


Economic conditions in the minerals and energy sector continued to show 
improvement during 1978. Several plans were announced for new mining 
projects and offshore hydrocarbon exploration continued to increase. 

Coal and iron ore export levels, though reduced in some instances, continue 
to be buoyant sectors of the mining industry. Most base metals continued 
to be depressed because of the downturn in the world economy. Exceptions 
are the tin and tungsten industries which flourished. The outlook for the 
minerals and energy sector is good and progress in the sector will continue 
to be dependent on world economic conditions, particularly the Japanese 
industrial sector. 


Unemployment 


In contrast with the rural and minerals sectors, Australia's labor market 
continues to be very depressed. Unemployment remains the most intractable 
of all Australia's economic problems. The unemployment rate reached 6.8 
percent of the labor force in December 1978, and it has remained at that 
rate or slightly higher in the early months of 1979 with nearly 500,000 

in the unemployed ranks. Despite a small increase in factory employment, 
during the closing months of 1978 (the first such increase since 1974), 

the immediate outlook for reducing the unemployment rate remains very dim. 
Improved confidence in the economy tends to entice back into the labor 
force many who had earlier given up hope of finding work and thus volun- 
tarily removed themselves from the labor force. This tendency could cancel 
out in statistical terms any small gains made against unemployment in the 
coming months. For any major inroad to be made into the unemployment rate, 
most economists and observers agree that real gross non-farm product must 
expand by at least 4.5 percent. The same experts also agree that there is 
virtually no chance that this will happen in 1979. 


The Australian Government has so far steadfastly pursued its fight against 
inflation even at the political risk of accepting higher unemployment. The 
Government seems likely to continue this policy in the months immediately 
ahead. However, the Government must face general elections in 1980. If 
there has been no success in inducing greater non-inflationary growth before 
that time, the Government may find it politically expedient to take steps 
that could expand the economy sufficiently to increase overall employment 
even at the risk of more inflation. 





Prices 


Given the Australian Government's policy of reducing inflation first and 
foremost, the prospect of general price rises probably gives the Government 
the most cause for worry. So far the record of reducing the rate of infla- 
tion appears very good. For calendar year 1978 the rate of inflation as 
measured by the Consumer Price Index (CPI) was 7.8 percent as compared with 
9.3 percent in 1977 and 14.4 percent in 1976. However, there are some 
indications that inflation may be poised for another jump. The rise in the 
December 1978 quarter CPI was 2.3 percent over the September quarter. This 
would be an annual rate of 9.2 percent, exactly the same as the increase 
for the December quarter of 1977. There are indications that the inflation 
rate has increased in the first quarter of 1979. 


The near boom in the rural sector which should give some boost to the entire 
economy may give an even greater boost to inflation. Payments to the farm 
sector, particularly for wheat, pumped additional money into the financial 
system and contributed to an expansion of money supply at a rate greater 
than the target set by the Government last year. Broad based money supply 
(M3) expanded by over twelve percent in 1978 and the Government has publicly 
abandoned its target of holding M3 growth to six to eight percent over the 
1978/79 financial year. 


While this contribution to the growth of money supply adds to inflationary 
pressures, the most direct inflationary impact of the agricultural boom has 
been on food prices. In the twelve months to January 1979 food prices rose 
by 12.4 percent. Led by much higher meat prices, food costs seem set to 
soar even higher in coming months. Increased beef exports to the US plus 

a shortage of slaughter cattle have been mainly responsible for the spiral 
in meat prices. 


Other costs which tend to push up the CPI are also rising. Wide-ranging 
wage increases granted last December will probably work through to exert 
an upward pressure on final prices in the near future. Increases in the 
cost of petroleum as the result of OPEC price decisions and cut-off of 
Iranian oil imports also impact unfavorably on the Government's anti- 
inflation strategy. The present outlook is that, at best, the inflation 
rate seems stalled at its present level of around 8 percent, but the rate 
could climb much higher, particularly if Australia's economy begins to 
accelerate too quickly. 


Trade and Balance of Payments 


Australia's traditional trade surplus virtually disappeared last year as 
import value grew by over ten percent while exports grew by only about 2 
percent. Poor international demand for Australia's primary agricultural 
and mineral products was a main contributor to the leveling off of export 
value last year. At the same time capital imports to take advantage of 
the 40 percent investment allowance probably caused a bunching of imports 
which contributed to the big rise in import value. 





For this coming year, the outlook seems entirely the reverse. High export 
prices for meat and a larger exportable surplus of grains means that the 
value of agricultural exports should reach record levels in 1977. Demand 
has also improved for Australia's mineral exports. Led by wheat, meat, 
wool and iron ore shipments, the balance of trade recorded a large surplus 
in January of this year. It represented the best monthly trade performance 
since June 1978. The phasing down of the investment allowance and the 
bunching of capital imports last year probably means that import values 
will level off in 1979. This should assure that Australia will enjoy a 
much larger trade balance in 1979, perhaps one of the best in recent years. 


Australia's balance of payments is normally characterized by a favorable 
trade balance which is more than offset by an invisible trade deficit to 
produce an almost chronic imbalance in the current account. The current 
account deficit in turn is partially offset by net capital inflows. 


Most of the factors were apparent in Australia's balance of payments records 
for 1978. However, the much reduced trade balance contributed to a substan- 
tially larger overall balance of payments deficit for 1978 than has been 
recorded for the past several years. A strong rate of government borrowing 
also influenced the capital account. Outstanding government debt reached 
approximately $3,900 million, an increase of nearly $900 million over the 
past six months. 


For the coming year, the improved prospects for the country's trade balance 
should serve to assure a reduction in the overall balance of payments deficit. 
However, some of the trade surplus will be offset by a deterioration of the 
net invisible trade deficit as the result of increased payments for freight 
and insurance in line with the anticipated upturn in trade volume. Increased 
Australian tourist spending abroad as the result of recent reduced air fares 
might also serve to widen the invisible trade deficit. If there is further 
reduction in Australia's rate of inflation, private capital inflow would 
likely strengthen and again partly offset the expected current account 
deficit. 


Despite the balance of payments deficit last year, the value of Australia's 
gold and foreign exchange reserves increased between December 31, 1977, and 
December 31, 1978. This was due mainly to revaluation of the nation's gold 
holdings. 


IMPLICATIONS FOR THE UNITED STATES 


US Exports 


US exports to Australia failed to keep pace with Australia's expanding rate 
of imports in 1978. As a result, the US share of Australia's import market 
slipped slightly from 20.7 percent in 1977 to 19 percent last year. There 
seems an excellent chance for US exporters to regain the lost share during 
1979 as US exports to Australia seem likely to grow in real terms even 
though total Australian imports may tend to level off in coming months. 

The depreciation of the US dollar vis-a-vis the currencies of some of 
Australia's other major trading partners such as Japan and EC countries 

has improved the competition position for US sourced goods. 





Australia's rural boom offers a major opportunity for US exporters of farm 
machinery. In the year ending June 30, 1978, Australia imported about 
$141.1 million worth of agricultural machinery and parts. Of this, more 
than 74 percent, $104.5 million, was supplied from the US. This should 
show a substantial increase in the coming year as the demand created by 
Australia's rural prosperity is spread to overseas markets. 


Other good prospects for US sales of capital goods to the Australian market 
include computers and peripheral equipment, business machines, communica- 
tions equipment, transport equipment and spares, pumps, valves, compressors, 
industrial equipment, timber extraction machinery, mining and heavy con- 
struction equipment, power generating and distributing equipment, food 
processing and packaging equipment, metal working machinery and security 
and safety equipment. While prospects for Australian imports of capital 
equipment may be less promising than last year due to the phasing down of 
the 40 percent investment allowance tax incentive, consumer good imports 
could climb if wages and general economic conditions continue to show signs 
of improvement. The purchasing power of Australia's employed population 
remains high by any standard. Good sales opportunities exist for sporting 
goods, camping equipment or almost the full range of recreational equipment. 
There are also good prospects for sales of toys, kitchenware, hand tools, 
and hardware. 


Investment 


The Australian Government openly welcomes foreign investment because of the 
contribution it has made and can continue to make towards Australia's indus- 
tries and resources. In keeping with this philosophy, the Australian govern- 
ment has adopted a pragmatic policy in its foreign investment guidelines to 
accommodate investors. The basic approach is to look at individual foreign 
investment proposals to insure that they harmonize with Australia's interests. 
Prospective investors can obtain two publications, A Guide for Investors - 
Your Investment in Australia and An Introduction for Investors - Australia's 
Investment Climate, from the Foreign Investment Review Board, c/o The 
Treasury, Canberra, A.C.T. 2600, Australia or from Australian diplomatic 

and consular posts in the United States. 


Extractive and capital intensive industries perhaps offer the greatest attrac- 
tion for US investors in Australia. However, government financial policies 
plus Australia's stable political system, respect for contractual obligations 
and bright promise for long run development provide a favorable investment 
climate for a wide range of potential US investors. 
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261-3285. 


Pittsburgh, 15222, 2002 Fed. Bldg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120. (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 NS. &th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bldg., 125 S. State St. (801) 524-5116. 


San Francisco, 94102, Federal Bldg., 
Box 36013, 450 Golden Gate Ave., 
(415) 556-5860. 


San Juan, P.R., 00918, Room 659, 
Federal Bldg., Chardon Ave. (809) 
753-4555. 

Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204, 


Seattle, 98109, 706 Lake Union 
Bldg., 1700 Westlake Ave. North (206) 
442-5615. 
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